HALRRERIY

12026085

( xerinr

2011 ANNUAL REPORT



XeriumTechnologies, Inc.
8537 Six Forks Road, Suite 300
Raleigh, NC 27615

XERIUM

TECHNOLOGIES, INC.

Stephen R. Light
Chairman, President & Chief Executive Officer

April 27,2012

My fellow shareholders,

As I write my fifth annual shareholder letter, I am struck by the unusual complexity we witnessed in the global
economy and consequently, in the global paper industry in 2011. During the early portion of 2011, the global
economy appeared to have stabilized from the recession in 2009 and the rebound in 2010, and there were at least
a few reasons for optimism. As we looked around the world in the spring of 2011, we saw Asia growing strongly
while North America was still fighting high unemployment and a no-growth housing market but not contracting
any longer. In addition, European economies were stable with just a few rumors about Greek debt beginning to
surface and South America, primarily led by what would prove to be an overheated Brazilian economy, growing
quickly. As the US and Chinese auto industries strengthened, oil prices began a rapid ascent, rising from
approximately $70 USD to over $100 USD per barrel. Our customers were busy ordering products from us to
replenish deeply reduced inventories and their spirits were high.

The paper producers began the year very strong with forecasted tonnage growth of nearly 4%, according to RISI,
one of the global forecasting organizations we use for planning purposes. This above long term trend growth rate
was spurred by expectations of nearly 6% growth in Asia, 1% growth in Europe, flat in North America, and
approximately 5% growth in South America. Unfortunately, as we experienced during the second half of 2011,
these forecasts proved to be too optimistic.

By mid-year, all regions except North America saw paper production tonnage expectations drop precipitously.
The European economic crisis brought out the most conservative production planning we’ve seen since late
2008. Paper producers slowed production and consequently orders for the products we produce slowed as well.

Weaker companies were sold to larger ones, consolidation shuttered paper mills and a broad malaise spread
across the industry on the European continent. Paper companies who had been rebuilding their PMC inventories
halted that process and delayed needed roll covering investments. In South America, hampered by the strength of
the Brazilian Real, exports plummeted while inflation reached 6.2%, quickly making production there
unacceptably expensive. Asian producers, primarily those in China, slowed production as the Chinese central
planners attempted to slow overall growth to dampen rising inflation. This slowing production and parallel
inflation resulted in slowing demand for our products and increased our internal costs. Offsetting all of these
challenges, the North American paper industry showed remarkable strength and increased tonnage above
expectations. Partially driven by currency exchange rates which facilitated exports to Europe, Eastern Canadian
newsprint producers enjoyed a terrific year, as did all North American tissue producers.

These market dynamics caused us to view the year as two periods, the first portion expansion driven, the second
contraction and cost reduction focused. The agility of our management team to make this rapid adjustment
enabled us to make measurable progress toward our long term goals, but below expected performance for 2011.



We made progress in nearly every operating metric including: refinancing our entire debt structure, market share
growth, new product introduction, labor productivity, sales per employee, customer loyalty, weaving yield
improvements, press felt capacity expansion, forming fabric line of balance process implementation, emerging
market penetration, debt reduction, and organization skills upgrading.

Refinancing our entire debt structure was accomplished in the second quarter of 2011 at the year’s most
optimal time in the credit market. Today, we have an entirely new structure more suitable to a company in
our market, which includes a six year term loan and seven year bonds. Additionally, we simplified the
covenants of the loans so that as conditions evolve in our markets we can adjust accordingly. To assure we
are protected against abrupt changes in the LIBOR rate, we subsequently purchased an interest rate cap on
the rate giving us increased interest rate security over the life of the term loan.

Market share gains were realized in North America and Asia. In North America, our market share gains
were sufficient to more than offset the overall contraction in forming fabric consumption such that we
actually increased our forming fabric output and sales. In press felts, we grew at nearly three times the
increase in market demand. In Asia, sales grew at nearly 20% as a result of successes in our Total Clothing
Management (TCM) process in which we engineer and provide all the clothing used on a specific paper
machine. Additionally, we increased sales of roll products in China with the creation of a spreader roll
rebuilding capability. Establishing this new capability was a joint effort of our European and Asian roll units
and should increase our roll business market share.

New product introductions continued the pace of the past few years as we move forward on our quest to
achieve at least 60% of our revenue from sales of new products which we define as products introduced to
the market in the prior five years. In many regions, specific products are well over the 60% goal already.
Leading this advance are Finetexx, a new forming fabric targeted at the very large fine paper and tissue
markets, and Impact, our non-woven press felt product, which continues to expand its penetration.
SmartRoll™ received its 200t order before the end of 2011, and approximately 175 SmartRolls™ have
been delivered to paper machines in every global region. SmartRolis™ are now in use on every grade of
paper from packaging to tissue. More versions of this exciting product are in development for future
deployment.

Labor productivity, as measured by sales per employee, increased 4.5% as our factory teams executed
countless small and large projects to reduce idle time and to speed the flow of products through our plants.
The year-end productivity results were somewhat dampened in the fourth quarter when we decided to
prevent an inventory build up by shuttering many of our facilities when our European customers stopped
ordering products to conserve cash. Factory employee contribution to making Xerium a better company can
best be exemplified by this year’s Chairman’s Innovation Award winning factory team from our Kentville,
Nova Scotia forming fabric factory who won their award for a productivity breakthrough in material
handling which contributed to that plants’ success in 2011.

Weaving yield improvements continued to be the center of focus at our factories. Dryer yields approached
70% and forming yields reached the mid 60% range. Contributing to this continued improvement is the
company’s new proprietary scheduling simulation software, the globalization of our product designs which
enable the same product of differing widths to be produced at the most optimal location, and investments in
new weaving equipment whose breakthrough technology is making a step function change in our factory
planning. Press felt capacity expansion, in which we have invested heavily in order to meet new product
demand, was essentially completed late in 2011. With these investments in our global facilities, we have
increased our overall press felt capacity by nearly 25%. We were able to accomplish this increase without
balance sheet damaging capex by capitalizing on our harmonized product designs, and on our new
non-woven press felt product, “Impact” which we introduced in 2010. Today we believe we have matched
our press felt capacity and products with global demand development for the next several years.

Forming fabric line of balance process implementation was key to realizing the labor productivity we
achieved in our forming plants. Our line of balance process focuses our plant management on achieving
uniform flow through their plants and minimizes work in process inventories in order to reduce order to
delivery lead times and highlight any process issues quickly. Implemented in early 2011 in our Kentville
facility, and being rolled out across the company, we achieved a nearly 40% productivity improvement, as



measured by square meters of forming fabric production per employee, in that plant, while reducing in
process inventory by 30%. We believe that the resulting reduction in customer order to delivery lead time
facilitated much of our market share gain in North America.

 Emerging market penetration continues to be a major focus of the company, as there is no question that the
growth of paper production in the emerging markets is driving overall global production and will continue
to do so for many years to come. Today, Asia is the largest paper producing region as measured by tons of
paper manufactured. Our growth there is testimony to the focus we have applied to building a customer
support network including sales and service personnel. Buoyed by our TCM process, we believe we are well
positioned to continue to expand our presence in the region.

« Debt reduction remains the center piece of our operating cash flow strategy. In 2011 we made payments to
reduce debt by $14.0 million. During the first quarter of 2012, we made another $13.2 million in payments
to reduce debt. While our debt will continue to fluctuate based on the Euro to US dollar exchange rates, we
are pleased with our progress in this area.

* Organization skills upgrading, a critical element in our overall strategic planning, made good progress in
2011. We successfully recruited and brought onboard a new CFO who brought relevant experience
immediately to the company. We upgraded more than half of our plant managers, and many of our other
operational and financial team members. We added an excellent new Director to our Board and celebrated
the retirement of our longest serving member.

But offsetting this very solid operational progress, and largely consuming all the savings we generated through
this work, were extraordinary increases in key raw material costs, driven by expanding markets for (i) oil, which
is the raw material for the yarns we use in our paper machine clothing products, (ii) natural and synthetic rubber
which we use in our roll covers, and (iii) specialty steels which we use in our spreader roll products. Raw
materials constitute approximately 30% of our cost of goods sold. Oil prices increased from approximately $70
per barrel to approximately $100 per barrel. Rubber increased 14.7% costing Xerium $4.2 million, while
specialty steel costs jumped 7.3%.

Owing to the dramatic increase in our weaving yields I mentioned earlier, we were largely able to offset the
increases in yarn costs until the fourth quarter of 2011 when our reduced production did not fully absorb our
fixed overheads . Early in 2012 we’ve seen some easing of rubber and steel prices but no easing of oil related
product prices. Our long term contracts with customers protect us from only a portion of these price increases.

It also proved difficult to pass along our increased raw material costs to our customers, many of whom are on
long term supply agreements with us. Fortunately our analysis shows that many of our new products favorably
impact our sales prices and margins, hence our continued zeal in this area. We expect 2012 to have a more
favorable pricing environment in most regions as the global economy improves through 2012.

As we look forward into 2012, we expect to see a slowly improving global economy beginning in the second half
which should contribute to increasing paper production and demand for our products. As our factories are very
capital intensive, sales volumes are the key to absorbing our fixed overheads. But the cyclical nature of our
served markets makes agility in capacity and fixed cost management a critical skill and one we are working to
optimize in 2012. We will continue to seek means to reduce our fixed cost investment and to optimize our overall
production capacity to closely match the market dynamics we experience. Our focus on overall productivity will
remain a ceaseless mantra as dictated by the evolving nature of our customers, their products, and our
shareholders. Combined, these cost reduction efforts will take us to our next performance level.



I am quite optimistic about the long term prospects for Xerium'’s business because our new products and market
engagement are creating exceptional levels of customer loyalty, our new capital structure provides us increased
flexibility to manage our affairs through the industry’s cycles, and our organization’s skills and engagement are
continuing to improve. I am also optimistic that as 2012 progresses to our expectations, the market will
appreciate the improvements we have made along our strategic path.

Sincerely,

.

Stephen R. Light
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CAUTIONARY STATEMENT FOR PURPOSES OF THE “SAFE HARBOR” PROVISIONS OF THE
PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995

This Annual Report on Form 10-K contains “forward-looking statements” within the meaning of the Private
Securities Litigation Reform Act of 1995 that are subject to the safe harbor created by that Act. These statements
relate to future events or to our future financial performance and involve known and unknown risks,
uncertainties, and other factors that may cause our actual results, levels of activity, performance, or achievements
to be materially different from any future results, levels of activity, performance, or achievements expressed or
implied by these forward-looking statements. In some cases, forward-looking statements can be identified by the
use of words such as “may,” “could,” “expect,” “intend,” *“plan,” “seek,” “anticipate,” “believe,” “estimate,”
“predict,” “potential,” or “continue” or the negative of these terms or other comparable terminology. Undue
reliance should not be placed on forward-looking statements because they involve known and unknown risks,
uncertainties, and other factors that are, in some cases, beyond our control and that could materially affect actual
results, levels of activity, performance, or achievements. Factors that could materially affect our actual results,
levels of activity, performance or achievements include the following items:

«  we are subject to the risk of weaker economic conditions in the locations around the world where we
conduct business, including the impact of price pressures and cost reduction strategies by our
customers in the paper industry;

«  our strategies and plans, including, but not limited to, those relating to developing and successfully
marketing new products, enhancing our operational efficiencies and reducing costs, may not result in
the anticipated benefits;

e we may be required to incur significant costs to reorganize or restructure our operations in response to
market changes in the paper industry;

+  our financial results could be adversely affected by fluctuations in interest rates and currency exchange
rates;

«  our manufacturing facilities may be required to quickly increase or decrease production capacity,
which could negatively affect our production, customer order lead time, product quality, labor relations
or gross margin;

«  we may not be successful in developing and marketing new technologies or in competing against new
technologies developed by competitors;

+  variations in demand for our products, including our new products, could negatively affect our net sales
and profitability;

«  we are subject to fluctuations in the price of our component supply costs;

«  due to our high degree of leverage and significant debt service obligations, we need to generate
substantial operating cash flow to fund growth and unexpected cash needs;

+  our credit facility contains restrictive covenants, such as the covenants requiring compliance with
minimum interest coverage and maximum leverage ratios, which become more restrictive over time,
that may require us to increasingly improve our performance over time to remain compliant;

»  we are subject to the risk of terrorist attacks or an outbreak or escalation of any insurrection or armed
conflict involving the United States or any other country in which we conduct business, or any other
domestic or international calamity, including natural disasters;

«  we are subject to the impact of changes in the policies, laws, regulations and practices of the United
States and any foreign country in which we operate or conduct business, including changes regarding
taxes and the repatriation of earnings; and

«  anti-takeover provisions could make it more difficult for a third-party to acquire us.
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Other factors that could materially affect our actual results, levels of activity, performance or achievements
can be found in our “Risk Factors” section in this Annual Report on Form 10-K. If any of these risks or
uncertainties materialize, or if our underlying assumptions prove to be incorrect, actual results may vary
significantly from what we project. Any forward-looking statement in this Annual Report on Form 10-K reflects
our current views with respect to future events and is subject to these and other risks, uncertainties, and
assumptions relating to our operations, results of operations, growth strategy, and liquidity. We assume no
obligation to publicly update or revise these forward-looking statements for any reason, whether as a result of
new information, future events, or otherwise, except as required by law.

All references in this Annual Report to “Xerium”, “the Company”, “we”, “our” and “us” means Xerium
Technologies, Inc. and its subsidiaries.



PARTI

ITEM 1. BUSINESS
General
We are a leading global manufacturer and supplier of two types of consumable products used primarily in

the production of paper—clothing and roll covers. We market our products through the following industry-
recognized brands:

Brand Product Category Geographic Region

Huyck Wangner Clothing Worldwide other than North America
Weavexx Clothing North America

Stowe Woodward Roll Covers & Spreader Rolls ~ Worldwide

Mount Hope Spreader Rolls Worldwide

Robec Spreader Rolls Europe

Xibe Roll Covers China

As of December 31, 2011, we have an extensive global footprint of 31 manufacturing facilities in 14
countries, strategically located in the major paper-producing regions of North America, Europe, South America
and Asia-Pacific, and have 3,448 employees worldwide. We market our products, primarily using our direct sales
force, to the paper industry’s leading producers. In 2011, we generated net sales of $587.0 million.

Company Overview

Our clothing and roll cover products are installed on pulp and paper-making machines and play key roles in
the process by which raw materials are converted into finished paper. A fundamental characteristic of our
products is that they are consumed in the paper production process and must be regularly replaced. This positions
us to make recurring sales to our customers, and accordingly the number of paper machines in operation
throughout the world and the amount of paper, pulp and board produced globally each year are primary drivers of
the demand for our products. In addition, our products are also installed in other industrial applications such as
nonwoven and fiber cement machines.

Paper-making machines utilize different processes and have different requirements depending on the design
of the machine, the raw materials used, the type of paper being made and the preferences of individual
production managers. We employ our broad portfolio of patented and proprietary product and manufacturing
technologies, as well as our extensive industry experience, to provide our customers with tailored solutions
designed to optimize the performance of their equipment and dramatically reduce the costs of their operations.
We systematically track and report the impact of these customized solutions to our customers through our
ValueResults program which quantifies the optimization process on their machines.

Our clothing products are highly engineered synthetic textile belts that transport and filter paper as it is
processed in a paper-making machine. Clothing plays a significant role in the forming, pressing and drying stages
of paper production. Our clothing segment represented 66% of our net sales for each of the years ended
December 31, 2011, 2010 and 2009.

Roll cover products cover the rolls on a paper-making machine, which are the large steel cylinders over
which clothing is mounted and between which the paper travels as it is processed. Our roll covers provide a
surface with the mechanical properties necessary to process the paper in a cost-effective manner that delivers the
sheet qualities desired by the paper producer. We currently use several hundred chemical compounds in our roll
cover manufacturing process. Our roll cover segment represented 34% of our net sales for each of the years
ended December 31, 2011, 2010 and 2009.



Our products are in constant contact with the paper during the manufacturing process. As a result, our
products have a significant effect on paper quality and the ability of a paper producer to differentiate its products,
two factors which are increasingly important to paper producers. In addition, while clothing and roll covers
represent only approximately 3%, on average, of a paper producer’s production costs, they can help a paper
producer improve productivity and reduce overall costs. Our clothing and roll covers facilitate the paper
producer’s use of less expensive raw materials (including recycled fiber), their ability to run paper-making
machines faster and with fewer interruptions, and their ability to decrease the amount of energy required in the
expensive drying portion of the paper-making process. We have found that, in certain cases, our products and
services provide paper producers with cost savings that substantially offset the costs of such products and
services.

We estimate that there are approximately 7,000 paper-making machines worldwide, all of which require a
regular supply of clothing and roll covers. Clothing and roll covers must be replaced regularly to sustain high
quality paper output and operate efficiently. Roll covers also require regular refurbishment, a service that we
provide to our customers. Paper producers typically replace clothing several times per year, replace roll covers
every two to five years and refurbish roll covers several times between each replacement.

We have a reputation for technological innovation in the paper-making industry. In our clothing segment, in
recent years we have focused our research and development efforts on higher value-added, technologically
advanced products, such as forming fabrics and press felts, which offer paper producers greater potential for
differentiating their products through quality improvements and increasing their operating efficiency. We
pioneered a number of technologies that have become industry standards, including in our clothing business,
synthetic forming fabrics (which replaced bronze wire technology), double-layer forming fabrics, laminated press
felts and, most recently, triple-layer forming fabrics.

In our roll covers segment, we have introduced a number of innovations to our roll cover and spreader roll
products in recent years, including SmartRoll™, the first continuous pressure sensing paper machine roll that
enables the papermaker to maximize performance by knowing the pressure of the paper machine while the
machine is running, shoe press belts which utilize our expertise in polyurethane material and manufacturing
technologies, composite calender roll covers that use nanoparticle technology to improve roll cover durability
and paper gloss, as well as covers that use an improved polyurethane to increase abrasion and moisture resistance
as well as responsiveness and stability.

Our portfolio of patented and proprietary product and manufacturing technologies differentiates our product
offerings from others in the market and allows us to deliver high value products and services to our customers.
As of December 31, 2011, we had approximately 280 issued patents and approximately 105 pending patent
applications. We currently license certain of our patents and technologies to some of our competitors, which we
believe helps further demonstrate our technological leadership in the industry. We believe that the technological
sophistication of our products and the capital-intensive nature of our business present significant challenges to
any potential new competitors in our field.

Our business was organized in 1999 in connection with the acquisition of the paper technology group of
Invensys plc. We completed our initial public offering on May 19, 2005.

Chapter 11 Filing, Emergence and Plan of Reorganization

On March 30, 2010, we and certain of our subsidiaries filed voluntary petitions for relief under Chapter 11
of Title 11 of the United States Code, 11 U.S.C. §§ 101-1532, in the United States Bankruptcy Court for the
District of Delaware. On May 12, 2010, the Bankruptcy Court entered an order confirming the plan of
reorganization (“the Plan”). On May 25, 2010, the Plan became effective and we and our subsidiaries emerged
from Chapter 11. See “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Chapter 11 Filing, Emergence and Plan of Reorganization” for additional information regarding our
Chapter 11 proceedings.



Recent Developments
Global Economic Environment

Our operations are highly dependent upon the pulp and paper production industry and the degree to which
the paper industry is affected by global economic conditions and the availability of credit.

Beginning in 2008 and continuing through most of 2009, the global paper industry experienced a sharp
reduction in production levels, caused by the general slowdown in economic activity and related paper
consumption during the same period and the paper manufacturers’ reduction of excessive inventories. The
slowdown of production was across most grades of paper production, but most notably in packaging and
newsprint grades. For packaging grades, demand was directly related to broad manufacturing and transportation
activity reduction, while newsprint demand has been declining over a number of years due to the greater
prevalence of electronic media and was exacerbated during the recession by a reduction in print advertising. One
of the results of this recession driven reduction in demand for paper products was that the paper manufacturers
dramatically and quickly reduced production through curtailments of machines and complete mill shutdowns.
These curtailments, which began in late 2008, served to reduce inventories and match output with demand. By
early 2010, most mills and equipment not permanently shuttered had resumed production.

In the first half of 2011, global paper and board production continued the recovery that began in 2010,
particularly in developing countries. As international shipments of manufactured goods increased, containerboard
production recovered particularly strongly, contributing over 50% of the total global improvement. The paper
and board production recovery stalled in the second half of 2011, particularly in Europe and South America. In
the near term, we expect that global paper and board manufacturers’ operating rates will remain near their second
half 2011 levels. As a result of these factors, pricing pressures increased as 2011 progressed. We have endevored
to maintain our current pricing levels in both our clothing and rolls segments.

Business Strategy

The primary components of our business strategy are:

Fiscally Responsible Management. We are committed to improving our capital structure and creating
sufficient financial flexibility. This will allow us to continue to invest in our operations where we can expect
reasonable returns, expand into markets where our products and services will create value for our customers and
support the global growth of the paper-making industry. As part of this strategy, our focus on the reduction of
working capital, allocation of capital investments and elimination of loss-making businesses, customers and
products will drive our activities. We may incur additional operational restructuring expenses in connection with
pursuing cost-savings opportunities. We believe that our potential to improve productivity includes the
opportunities to enhance our manufacturing efficiency by improving our process yields and reducing our cycle
times.

New Product Development. We are committed to maximizing our margins and profitability in both our
clothing and roll covers segments by focusing our production and marketing efforts on higher value-added,
technologically advanced products that will benefit our customers by providing them with the cost savings and
quality improvement characteristics they require to be competitive. We intend to continue to offer a full range of
product offerings in order to meet our customers’ needs. We believe that the development and successful
introduction of new products in a systematic and customer-focused manner will allow us to meet the expected
demands of global market growth and our own sales growth and profitability projections. Simultaneous
standardization and simplification will help us achieve significant cost reductions and competitiveness.

Workforce Engagement. We are committed to alignment of objectives for our entire workforce. We believe
that communication, training, tools and incentives associated with this alignment are essential to meeting our
business plans and objectives. Human resource management systems must be in place in support of this strategy,
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including retention of personnel to maintain and enhance the quality of the performance of our workforce,
visibility to career opportunities to create job growth, and incentive systems that reward the workforce for
achievement of critical objectives. Our approach includes the “high-grading” and “right-sizing” of our workforce
to make certain those individuals most necessary for our success are in a position to positively contribute to goal
achievement.

Products

We operate through two principal business segments, clothing and roll covers. Our clothing segment
products include various types of industrial textiles used on paper-making machines and other industrial
applications. Through our roll covers segment, we manufacture various types of roll covers, refurbish previously
installed roll covers, provide mechanical services for the internal mechanisms of rolls used on paper-making
machines and manufacture spreader rolls. For additional financial information about our clothing and roll covers
segments, please see “Management’s Discussion and Analysis of Financial Condition and Results of Operations”
and Note 15 to the accompanying audited consolidated financial statements.

Clothing Products

Our clothing segment products are large, highly engineered synthetic textile belts that transport paper as it is
processed in a paper-making machine from paper stock into finished paper. Clothing products must be tailored to
each machine because all paper-making machines have different physical configurations and operating
parameters. Clothing generally ranges in size from approximately 7 feet to over 30 feet wide and 24 feet to more
than 460 feet long and operates on paper-making machines that run at speeds up to 7,500 feet per minute. We
typically sell clothing products for between $13,000 and $45,000 per belt, although we sell some of our more
sophisticated forming fabrics for up to $200,000 per unit.

We manufacture three general types of clothing products used on paper-making machines—forming fabrics,
press felts and dryer fabrics—each of which is located in a different section of a machine. Forming fabrics and
press felts are typically replaced several times a year, but replacement frequency varies significantly by the grade
of paper being produced, the manner in which the paper-making machine is operated and the quality of raw
materials used in the paper stock. Dryer fabrics are replaced less frequently, with replacement typically taking
place no more than once per year.

Forming fabrics. Forming fabrics are used at the beginning of paper-making machines, where highly diluted
paper stock is deposited on the forming fabric while the fabric is traveling at a very high speed. Forming fabrics
allow water to drain from the paper stock, creating an initial wet sheet. Forming fabrics must be sufficiently
porous to allow water to drain evenly and quickly, yet tight enough to retain and align the fiber and other
materials that form the sheet of paper. They must also be strong enough to withstand high mechanical stresses.
Forming fabrics are custom-manufactured in single, double, and triple layer designs in a variety of meshes to suit
particular machines and paper grades. Customers are increasingly demanding the higher-priced triple layer
designs that remove more moisture and produce higher quality paper. In 2011, forming fabrics accounted for
approximately 41% of net sales in our clothing segment.

Press felts. Press felts are used to carry the paper sheet through a series of press rolls that mechanically press
water from the sheet under high pressure. Press felts are designed to maximize water removal, which reduces the
amount of water that must be removed during the expensive energy-intensive drying section of the production
process. Press felts must maximize water removal while maintaining the orientation of the fibers and the
consistency of the thickness of the paper, without removing chemicals or fillers from the paper.

Press felts differ from forming fabrics and dryer fabrics due to the addition of several layers of staple fiber
that are needled into the fabric base. The staple fiber provides a smooth surface to meet the wet sheet of paper

and creates a wicking effect to remove water from the paper sheet as it is pressed under high pressure between
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press rolls. Press felts are manufactured in a variety of designs, including lightweight single layer felts, multi-
layer laminated endless felts and seamed felts that allow for reduced installation times. In 2011, press felts
accounted for approximately 41% of net sales in our clothing segment.

Dryer fabrics. Dryer fabrics are used to transport the paper sheet through the drying section of paper-making
machines, where high temperatures from large, steam-heated dryer cylinders evaporate the remaining moisture
from the paper sheet. Dryer fabrics, which are less technically advanced than forming fabrics or press felts, are
woven from heat-resistant yarns with a coarser mesh than forming fabrics. In 2011, dryer fabrics accounted for
approximately 6% of net sales in our clothing segment.

Industrials and Other. We manufacture other fabrics used in other industrial applications, such as pulp,
steel, plastics, leather and textiles manufacturing. In 2011, net sales for such industrial applications accounted for
11% of net sales in our clothing segment. We also manufacture auto-joining equipment used in clothing
production. Net sales of auto-joining equipment accounted for less than 1% of net sales in our clothing segment
in 2011.

New Clothing Products. In recent years, we have focused our research and development efforts on higher
value-added, technologically advanced products, such as forming fabrics and press felts, which offer paper
producers the greatest potential for differentiating their products through quality improvements and for
increasing their operating efficiency. Our research and development efforts have resulted in several innovative
new forming fabric and press felt products, including a number of high performance products, such as triple layer
forming fabrics, for use on high performance paper-making machines. In addition, we have developed new
clothing products aimed at segments of the paper-making process that we have not historically served, such as
the growing market for shoe press belts and other clothing products designed for use in the technologically-
advanced press section of a paper-making machine.

Roll Covers Products and Services

In our roll covers segment, the majority of our sales are generated through the manufacture of roll covers.
We also refurbish previously installed roll covers, provide general mechanical maintenance and repair services
for the internal mechanisms of rolls and manufacture spreader rolls.

Roll covers. We manufacture, refurbish and replace covers for three kinds of rolls on paper-making
machines: working rolls (including vacuum rolls and press rolls), calendar rolls and coater rolls. There can be up
to 200 such rolls in a typical paper-making machine. These metal rolls, which can be up to 39 feet long, 6 feet in
diameter and weigh 500 to 140,000 pounds, are covered with an exterior layer of rubber, polyurethane,
composite or ceramic, each of which is designed for use in a particular phase of the paper-making process. Roll
covers operate in temperatures up to 400 degrees Fahrenheit, under pressures up to 1,400 pounds per square inch
and at speeds up to 7,500 feet per minute. Roll covers are typically replaced every two to five years.

Roll cover replacement is performed at the manufacturing facility of the supplier, such as Xerium, which
necessitates removing the roll from the paper-making machine, transporting it to the supplier’s site and using a
spare roll in the interim. In general, each roll on a paper-making machine is unique due to its dimensions, specific
design and cover material, and generally not interchangeable with other rolls. Because of their large size, paper
producers generally maintain only one spare roil for each position on a paper-making machine. It is important
that the roll cover replacement be completed quickly, because damage or a malfunction of the spare roll could
render the paper-making machine inoperable.

Due to the large size and weight of a roll, transportation to and from a supplier’s site can be costly and is
occasionally subject to regulations on road use that restrict available routes and times of travel, and that may
require safety escorts. Round-trip transcontinental travel can take several weeks and intercontinental travel is
rare. We offer an extensive network of manufacturing facilities worldwide, often in close proximity to our
customers, which we believe is a significant competitive advantage.
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We typically sell roll covers for between $1,000 per roll (e.g., for a small installed rubber roll cover) and
$300,000 per roll (e.g., for a large installed polyurethane cover). Net sales of roll covers accounted for
approximately 55% of our total net sales in our roll covers segment in 2011.

Roll Cover Refurbishment Services and Mechanical Services. Roll covers are typically refurbished several
times over the two to five years they are in service before needing to be replaced. Refurbishment typically
includes the regrinding of the roll cover to standard specifications and inspecting the bearings and other
mechanical components of the roll. As with roll cover replacement, refurbishment is performed at the supplier’s
manufacturing facility. Similar to the paper producer’s selection of a roll cover supplier, the selection of a
refurbishment provider is influenced by the time and expense of transporting a roll cover. Refurbishment services
typically cost between $1,000 for minor roll repairs and $50,000 for a complete overhaul on certain press rolls.

We offer a wide range of mechanical maintenance and repair services for the internal mechanisms of rolls.
Paper producers are increasingly finding it economical to have the company that refurbishes or replaces a roll
cover also perform work on the internal roll mechanisms at the same time, which avoids having multiple
suppliers and incurring additional time and transportation charges. We have begun performing such services to
meet the demands of our customers and attempt to gain a competitive advantage. As of December 31, 2011, we
provide major mechanical services at ten locations around the world. Roll cover refurbishment services and
mechanical services accounted for approximately 24% of our total net sales in our roll covers segment in 201 1.

Spreader rolls. We manufacture and repair spreader rolls, which are small-diameter curved rolls used
throughout a paper-making machine to stretch, smooth and remove wrinkles from the paper and clothing. There
are approximately five to seven spreader rolls in a typical paper-making machine. We typically sell spreader rolls
for between $1,000 and $200,000 per roll. We also rebuild and overhaul existing spreader rolls, typically for
between $1,000 and $100,000 per roll. Net sales of spreader rolls and related services accounted for
approximately 21% of our total net sales in our roll covers segment in 2011.

New Roll Products. We have introduced a number of innovations to our roll cover and spreader roll products
in recent years, including shoe press belts which utilize our expertise in polyurethane material and manufacturing
technologies, composite calendar roll covers that use nanoparticle technology to improve roll cover durability
and paper gloss, as well as covers that use an improved polyurethane to increase abrasion and moisture resistance
as well as responsiveness and stability. We are evaluating new products, which will use different materials and
utilize different sales channels and provide enhancements to our existing product line. In late 2008, we
introduced SmartRoll™, the first continuous pressure sensing paper machine roll. SmartRoll™ enables the paper
maker to maximize performance by qualitatively measuring the operating pressures of the paper machine while
the machine is running. As of December 31, 2011, customers have ordered 200 SmartRoll™ units and
approximately 85% of those are already operational, confirming market acceptance.

In 2011, paper producers accounted for approximately 79% of net sales in our roll covers segment, and
paper-making machine manufacturers accounted for approximately 7% of net sales. Net sales for use in other
industrial applications, including steel, plastics, leather and textiles manufacturing, accounted for the remaining
14% of our net sales in our roll covers segment.

Customers

We supply leading paper producers worldwide. Our top ten customers accounted for 22.3% of net sales in
2011 and individually, no customer accounted for more than 4.0% of 2011 net sales. In 2011, 35.9% of our net
sales were generated in North America, 33.6% in Europe, 9.4% in South America, 19.2% in Asia-Pacific and
1.9% in the rest of the world. See Note 15 to the accompanying audited consolidated financial statements for
geographic information related to net sales and long-lived assets. Due to competitive market forces, we offer our
customers payment terms similar to those offered by our competitors. Also, agreements with certain customers
require us to maintain modest amounts of finished clothing inventory to assure those customers of supply
continuity. We do not maintain finished rolls inventories.
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Competition

Our largest competitors are Albany International Corp. (a publicly-owned U.S. company), which supplies
clothing products, Voith AG (a privately-owned German company) and Metso Corporation (a publicly-owned
Finnish company), both of which supply both clothing and roll products. Voith and Metso are also the leading
manufacturers of paper-making machines. In addition, we also face competition from smaller regional suppliers.

We compete primarily based on the value and price of our products. Competition with respect to both
clothing and roll covers, particularly as it relates to our technologically advanced forming fabrics, press felts and
roll covers, is based primarily on the value that the products deliver to the paper producer through the ability of
such products to reduce production costs and improve paper quality.

Competition in the clothing and roll covers market is also based on a supplier’s ability to deliver
engineering and technical services. Many paper producers have been reducing their in-house engineering and
technical staff and increasingly expect their suppliers to provide such services. While smaller suppliers often lack
the resources necessary to invest in and provide this level of engineering and technical service, we have made
investments in order to provide the following services to the paper producers: specialist advice and resident
engineers, installation support, on-call “trouble-shooting” and performance monitoring and analysis of paper-
making machines.

In the roll covers market, competition is also based on a supplier’s proximity to the paper producer’s
facilities, which affects the transportation time and expense associated with refurbishing or replacing a roll cover,
and on the supplier’s ability to provide mechanical services to a roll’s internal mechanisms while the roll cover is
being refurbished or replaced. We offer an extensive network of facilities throughout the world and provide
mechanical services at ten locations.

Research and Development

Our continuing ability to deliver value depends on developing product innovations. As we create new and
improved products we are often able to obtain patent protection for our innovations, which is indicative of our
technical capabilities and creativity. Although we do not consider any single patent to be material to our
business, we believe that, in the aggregate, our patents and other intellectual property provide us with a
competitive advantage. At December 31, 201, we have approximately 280 domestic and foreign patents
outstanding and approximately 105 pending patent applications. Some of our competitors license our technology
from us in exchange for royalty payments, although such licensing does not represent a material amount of our
business. Research and development expenses totaled $12.1 million, $11.4 million and $11.3 million in 2011,
2010 and 2009, respectively, and were approximately 2.1% of our net sales in 2011 and 2010 and 2.3% of our net
sales in 2009.
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Production

Clothing Production Process

The following diagram represents the clothing production process.

5 Process for Press Felts Only

The clothing production process begins with the spinning of synthetic fiber threads to produce yarn, which
is then twisted in preparation for the manufacturing of clothing. Yarn, which is sometimes purchased as a raw
material, is then wound on large spools prior to installation on the loom. The yarn is drawn through needles in
preparation for weaving.

With the yarn prepared for weaving, a weave pattern can be installed in the loom controller. The nature of
the weave pattern is critical to how the clothing performs in the paper-making process. The yarn is then woven to
the desired length.

Technological advancements have resulted in weaving becoming an almost entirely automated process.
Following weaving, the two ends are permanently joined to form a continuous loop of clothing. Although
significant automation has occurred in the joining process, it remains the most labor intensive of the clothing
production process.

Press felts then undergo a process that is not necessary for forming and dryer fabrics. An additional layer of
fibers is added to the outside surface with the use of an advanced needling machine, such that a very smooth felt
surface is created.

All clothing then undergoes heat setting and chemical treating. Heat setting tightens the clothing giving it
the necessary mechanical properties for the paper-making process. Finally, the clothing is meticulously inspected
prior to being shipped to the customer.

Roll Cover Production Process

The following diagram represents the roll covering production process.
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The covering on the rolls used in the paper-making process wear over time and must be periodically
replaced for the roll to function properly. Rolls are removed from the paper-making machine and taken to an
offsite facility for re-covering. During this time, a spare roll is placed in the machine to enable continuous
operations.

The first step of the roll covering process is the removal of the old cover. A lathe and belt grinder are used
to remove the old cover, exposing the roll shell. The shell is cleaned with a pressure washer and blasted with
solid particles to increase the shell’s surface area for bonding of the new cover. Following the blasting process,
the shell is ready to be re-covered.

The shell is then coated with proprietary bonding agents that affix the new roll cover to the shell. Each type
of cover material is applied with a different process. Rubber and composite covers are extruded in a slow
spinning lathe. Polyurethane covers are typically cast on the core using a mold, and ceramic covering is expelled
onto the shell at high pressure.

Following application of the core material, the cover undergoes a curing process. Rubber covers are cured
for 12 to 28 hours in vulcanizers under high temperature and pressure, whereas polyurethane and composite
materials are cured in a hot air oven. After curing, the roll cover is ground with belts and grinding stones. A
proprietary pattern of holes and grooves is then drilled into the cover to aid in water removal. Finally, the roll is
balanced for proper spinning motion and meticulously checked for quality before being returned to the customer.

The roll cover production process is capital intensive and requires a variety of equipment, including lathes,
belt grinders, polyurethane casting molds (for polyurethane roll cover